
Controller’s QuarterlyController’s Quarterly
California Economic Challenges

Contents:

Controller’s
Message ............... 2

Economic
Outlook ................. 3

Welfare Reform:
Creating Jobs ....... 5

How Will Welfare
Reform Work
In California .......... 8

Riverside County’s
GAIN Program .... 10

Investing in People:
A Corporate
Perspective ......... 13

Facts & Figures ... 15

Kathleen Connell, California State Controller December 1996

Kathleen Connell
California State Controller

P.O. Box 942850
Sacramento, CA 94250

(916) 445-2636

http://www.sco.ca.gov



2 Controller’s Quarterly  “  December  1996

Message From State Controller

Kathleen Connell

As we prepare to enter the 21st Century, the single most important fiscal challenge
confronting our state is welfare reform.  This edition of the Controller’s Quarterly focuses
on what I term “Chapter Two” of reform:  the job-creation component.  Enactment of the
new federal law restructuring the welfare system was Chapter One.  Thousands of Califor-
nians will be required to make the transition from welfare to work, making it crucial that
our state has the capacity to expand its jobs base.  We can turn this challenge of the new
millennium into an opportunity to strengthen and secure California’s future.

To assist policymakers at the federal, state, and local level in developing California’s
welfare-to-work strategy, I convened the Work Opportunity Response Commission.  This
bipartisan panel of experts — representing private business, labor, and county and state
officials — met over a period of eight weeks to consider the unique challenges facing our
state and make recommendations.  Following publication of its recommendations earlier
this month, the Commission was dissolved.  The key issues debated by the Commission
included:

■ Job training and apprenticeship to provide people with marketable skills;
■ Tax incentives to encourage the involvement of the business sector; and
■ Support services needed to facilitate the transition from welfare to work.

These issues are discussed in greater detail in our overview article on the job-creation
component of welfare reform.  Additional analysis is provided by our guest authors in this
edition of the Quarterly, who address such concerns as overcoming employer reluctance to
hire welfare recipients and ensuring that the working poor are not disadvantaged by wel-
fare reform efforts.

Converting the welfare system from benefits distribution to job placement is an oppor-
tunity to strengthen the state’s economy through aggressive job creation.  Our success will
depend on the commitment, creativity, and involvement by taxpayers as well as elected
officials.  The result will be a California that is prepared to meet the competitive challenges
of the 21st Century.

KATHLEEN CONNELL
Controller
State of California

December 1996
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California EconomyCalifornia Economy
Controller’s Outlook

Employment Unemployment Personal Income Res. Building
Council Member Growth (Annual %) (Annual %) Growth (Annual %) Permits (Thou)

LA Economic Devt. Corp. (J. Kyser) 2.4% 7.2% 6.4% 94
Calif. Assn. of Realtors (G.U. Krueger) 2.8% 7.6% 6.0% 103
UCLA, Business Forecasting Project (L. Kimbell) 2.9% 7.4% 7.5% 97
UC Berkeley, Center for Real Estate
    and Urban Economics (C. Kroll) 2.5% 7.2% 6.0% 98
Bank of America (J.O. Wilson) 2.7% 7.5% 6.6% 95
Pacific Gas & Electric (T. Munroe) 2.6% 7.3% 5.6% 95
ARCO (A. Finizza) 3.0% 7.4% 4.5% 120

Mean 2.7% 7.4% 6.1% 100
Median 2.7% 7.4% 6.0% 97
State Controller 2.7% 7.3% 6.5% 100
1995 Actual 2.3% 7.8% 6.2% 85

1996 Forecast by Controller’s Council of Economic Advisors

Figure 1

Source: State Controller’s Office; Council of Economic Advisors

“The current economic
outlook for California is
the best in more than
six years... The Council
expects jobs to grow
by 2.7% in 1996 and
for unemployment to
average 7.4%.”

The National Outlook
Economic growth, as mea-

sured by real Gross Domestic
Product (GDP), slowed in the
third quarter of 1996.  The sec-
ond quarter increase of 4.7%
was followed by a third quarter
increase of 2.0%. The slowdown
was expected and even wel-
comed by most economists be-
cause it reduced the likelihood
of a move by the Federal Re-
serve to raise interest rates.
Two factors appeared to account
for most of the decline in GDP:
a slowdown in personal con-
sumption expenditures and a
deceleration of government
spending, particularly by the
federal government.  Among
the indications that the slow-
down will spill over into the
fourth quarter were October’s
falling consumer confidence
index, a slowdown in the manu-
facturing sector, and subdued
job growth.

Since August, job growth
has been at roughly half the rate
of the first eight months of the
year.  In November, the unem-
ployment rate increased to 5.4%
from the year’s low of 5.1%,
which occurred in August.

For American workers, the
good news is that personal in-
come growth in the second
quarter was strong, rising at
almost twice the rate of con-
sumer prices.  Third quarter fig-
ures will not be out until Janu-
ary 1997, but indications of ris-
ing wages in most regions of the
nation, as noted in the Federal
Reserve’s October Beige Book,
point to continued growth of
real incomes through the rest
of the year.

The California Outlook
The current economic out-

look for California is the best in
more than six years.  The
Controller’s Council of Eco-
nomic Advisors continue their
optimistic outlook for the Cali-
fornia economy. The Council
expects jobs to grow by 2.7% in
1996 and for unemployment to
average 7.4%.  The only area
where the Council is less opti-
mistic is for building permits;
recent months indicate it is
unlikely that residential build-
ing permits will exceed 100,000
in 1996. The Council projects
average personal income
growth will be 6.1%.  The State
Controller’s outlook is for job
growth to be 2.7% in 1996, per-
sonal income growth to be
6.5%, and residential construc-
tion to reach 100,000 permits.

Employment Growth
The state is producing jobs

at a higher rate than the nation
as a whole, and the unemploy-
ment rate is falling. By Novem-

ber 1995 the state had replaced
the 500,000 jobs lost during the
1990-93 recession; by Septem-
ber 1996 employment in the
state was almost 300,000 jobs
above the 1990 peak.  Figures 2
and 3 compare the growth of
employment nationally and in
California in the most recent
eight quarters.  The slowdown
in the national rate and the con-
tinued expansion of the Califor-
nia economy is evident in these
charts.

In October 1996, 319,500
jobs, or 2.5%, were gained com-
pared to October 1995.  The
number of unemployed Califor-
nians fell by 39,000 persons
from September to October.
Seasonally adjusted employ-
ment increased by 25,700 jobs,
a 0.2% increase over Septem-
ber.  Government hiring ac-
counted for 12,600 of these jobs
(49%), with 13,100 in the pri-
vate sector.  The upswing in
government jobs is primarily
due to education hiring. The
private sector gains have slowed
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Figure 3

Figure 2 somewhat, but growth remains
strong.

Although the state’s unem-
ployment rate remains high
compared to the nation, it has
been dropping rapidly over the
past two years.  The unemploy-
ment rate dropped to 6.9% in
October of 1996, marking the
first time the rate has been be-
low 7% since December 1990.
Unemployment rates may re-
main higher than the national
average over the next two years,
but that will be partially driven
by people re-entering the labor
force. As higher proportions of
Californians enter the labor
force, per capita income and tax
revenue growth should con-
tinue to be strong in the state.

Real Estate
The lack of jobs that trig-

gered  the out-migration of
workers over the past five years
has undoubtedly dampened the
recovery of the housing indus-
try in California.  Population
growth in California is typically
higher than for the nation as a
whole. As a consequence of the
recession in the first three years
of this decade, population
growth in California has
dropped to about 1% annually,
paralleling the national rate. It
is important to note that all
growth in the past four years is
due to natural increase (the ex-
cess of births over deaths).
Population growth from a natu-
ral increase does not produce
the stimulant to the housing
industry that migration of
young families to the state pro-
vides. This slow household
growth not only contributed to
falling real estate prices, it also
helps account for the lack of
new construction.  In response
to the growth of jobs in the past

18 months, out-migration ap-
pears to be turning around.
This will be beneficial not only
to the growth of employment in
construction, but to other sec-
tors as well.

Residential Construction
In the first six months of

1996, it appeared that residen-
tial building permits might ex-
ceed 100,000 units for the first
time since 1991.  As feared,
however, the rise in interest
rates that began in March kept
a damper on residential con-
struction, and it now appears
unlikely that permits will ex-
ceed 100,000 units in 1996.
While construction in the first
nine months of this year is up
11.1% over the same period last
year, permits in the fourth quar-
ter of this year would have to
rise 36% above the 1995 fourth
quarter to exceed the 100,000
level.

Of the major urban areas,
Los Angeles and San Diego are
seeing the smallest improve-
ments in construction, while
the San Jose area is experienc-
ing robust growth (permits this
year are more than double the
number issued last year).  Fig-
ure 4 compares growth of resi-
dential construction in the
eight largest metropolitan areas
in the state.

Personal Income
California historically has

been a high-income state.  The
recent recession caused a sharp
drop in per capita income in the
state relative to the nation. It
should be noted, however, that
there has also been a longer-
term downward trend in
California’s income position
relative to the nation.  In 1960,
per capita income in California

was 123.5% of the national av-
erage.  In 1990, before the re-
cession was truly underway, per
capita income in California had
dropped to 110.6% of the na-
tional average. By 1994, it had
reached a low of 103%.  In 1995,
California rebounded to 105%
of the national level.

Personal  income growth in
the first and second quarters of
1996 continued to be strong in
California. Over the next 18
months, personal income
should get an additional boost
from changes in the minimum
wage.  The federal minimum
wage was increased to $4.75 per
hour in October 1996 and will
increase again, to $5.15 per
hour, in September 1997.  In
addition, with the passage of
Proposition 210, California’s
minimum-wage workers will
see an increase in their wages
to $5.00 per hour in March
1997 and to $5.75 per hour in
March 1998.  While probably
fewer than 15% of California’s
workers will be affected by these
changes in the minimum wage,
it will serve to boost personal
income over the next two years.

California Non-Farm Payroll Growth

Source: Employment Development Department

(In Thousands)

11

11.5

12

12.5

13

Q3Q2Q1Q4Q3Q2Q1Q4Q3Q2Q1

'96'94 '95

U.S. Non-Farm Payroll Growth

Source: Employment Development Department

(In Thousands)

'96'94 '95

110

112

114

116

118

120

122

Q3Q2Q1Q4Q3Q2Q1Q4Q3Q2Q1

Figure 4

Growth in Residential 
Permits Issued

Source: Construction Industry Research Board

(Jan-Sept 1996 vs. Jan-Sept 1995)

Area:

Los Angeles
% Change:

5.60
Oakland 15.90
Orange 14.80
Riverside-SB 20.10
Sacramento 21.90
San Francisco 25.00
San Diego -1.80
San Jose 110.40
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Welfare ReformWelfare Reform
The Challenge of Creating Jobs

“A federal tax credit has
been proposed to provide
employers with incen-
tives to hire welfare
recipients...Most firms in
this state (97%) employ
fewer than 200 people.
For the 40% of these
businesses that incur
annual net operating
losses, the federal tax
credit does not provide
any benefit. ”

The welfare reform legisla-
tion passed by the 104th Con-
gress puts a lifetime limit of five
years on cash benefits for all
welfare recipients and generally
requires able-bodied adult re-
cipients to move into work ac-
tivities within two years.  The
new law will have a particularly
heavy impact in California,
where 21% of the nation’s
AFDC recipients live.

For welfare reform to suc-
ceed, a significant number of
new jobs will need to be created
to accommodate the increased
number of welfare recipients
seeking employment. Strate-
gies for shifting these individu-
als from the welfare rolls to the
workforce must take a number
of factors into account.  How
can tax incentives be used to
encourage the private sector to
hire more welfare recipients?
How should the state and
county governments divide re-
sponsibility for implementing
the new law?  What type of job
placement and training pro-
grams will best achieve the
long-term goal of individual
self-sufficiency?   Besides em-
ployment opportunities, what
other issues must be addressed
to assure welfare recipients re-
main in the workforce, such as
child care and transportation
needs?

These are just a few of the
difficult issues California
policymakers will confront as
they design a new welfare sys-
tem.  It is crucial that taxpay-
ers also participate in this pub-
lic dialogue since the decisions
that are made will have far-
reaching impacts on the
economy.

Incentives to Stimulate
New Jobs

A federal tax credit has been
proposed to provide employers
with incentives to hire welfare
recipients.  The proposal would
give employers a 50% credit on
the first $10,000 in wages for
every welfare recipient they
hire.  However, many of
California’s businesses would
not be eligible for the credit.
California’s economy is driven
by a larger number of small
businesses. Most firms in this
state (97%) employ fewer than
200 people. For the 40% of
these businesses that incur an-
nual net operating losses, the
federal tax credit does not pro-
vide any benefit.

To ensure the tax credit pro-
vides the intended stimulus in

California, it needs to be ex-
panded.  One way would be to
allow companies that incur net
losses to receive a tax refund up
to 50% of the credit amount or
a maximum of  $2,500 per eli-
gible employee.  Employers also
could be given the option of a
3-year carryback or 15-year
carryforward of the full credit
amount. For businesses that
incur a tax liability that is less
than the credit amount, they
also could be allowed to
carryback or carryforward the
unused balance of the credit.

California also should con-
sider enacting a comparable
welfare-to-work tax credit equal
to one-third of the federal
credit.  A state-level credit
should utilize federal eligibility
and compliance standards.

California’s Unemployment Rate By County

Figure 1

Alameda ................................... 5.2
Alpine ..................................... 15.8
Amador .................................... 5.6
Butte ........................................ 7.6
Calaveras ................................. 8.1
Colusa .................................... 12.1
Contra Costa ............................ 5.0
Del Norte .................................. 8.4
El Dorado ................................. 5.7
Fresno .................................... 10.8
Glenn ..................................... 12.1
Humboldt ................................. 6.4
Imperial .................................. 33.3
Inyo ......................................... 7.5
Kern ....................................... 11.6
Kings ..................................... 10.6
Lake ....................................... 10.0
Lassen ..................................... 7.3
Los Angeles ............................. 7.6
Madera ................................... 11.1

Marin ....................................... 3.4
Mariposa .................................. 5.6
Mendocino ............................... 7.2
Merced ................................... 11.9
Modoc ..................................... 8.5
Mono ..................................... 10.8
Monterey .................................. 6.9
Napa ........................................ 5.1
Nevada ..................................... 5.9
Orange ..................................... 4.2
Placer ....................................... 5.1
Plumas ..................................... 6.9
Riverside .................................. 9.1
Sacramento .............................. 5.8
San Benito ................................ 8.7
San Bernardino ........................ 7.2
San Diego ................................ 5.4
San Francisco ........................... 4.8
San Joaquin ............................. 8.7
San Luis Obispo ....................... 5.4

San Mateo ................................ 3.5
Santa Barbara ........................... 5.6
Santa Clara ............................... 3.8
Santa Cruz ................................ 6.0
Shasta ...................................... 8.3
Sierra ....................................... 5.7
Siskiyou ................................. 11.0
Solano ..................................... 7.3
Sonoma ................................... 4.1
Stanislaus .............................. 11.1
Sutter ..................................... 11.2
Tehama .................................... 8.3
Trinity ..................................... 11.3
Tulare ..................................... 14.8
Tuolumne ................................. 8.2
Ventura .................................... 8.2
Yolo ......................................... 4.6
Yuba ...................................... 12.0

State Total ........................ 6.8

County Unemployment County Unemployment County Unemployment

Source: EDD Monthly Labor Force Data September 1996
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This would help streamline the
process, making it more likely
that smaller businesses without
an accounting staff would par-
ticipate.

Any tax credit proposals that
are implemented must protect
against misuse by employers
who may attempt to replace ex-
isting employees with welfare
recipients.

Achieving Federal
Employment Goals

The federal law requires
each state to move a specified
percentage of its welfare popu-
lation from welfare to work,
beginning in July 1997.  Fail-
ure to meet these targets would
result in a reduction in the
state’s federal welfare block
grant. For a state like Califor-
nia, with 58 counties in vary-
ing economic circumstances,
meeting these requirements
statewide will be particularly
challenging.

Some of the highest unem-
ployment rates in the state are
in rural counties (Figure 1).
Many of these counties also
have the state’s highest welfare
caseloads (Figure 2).  These ar-
eas will be hard-pressed to ex-
pand their jobs base to accom-
modate the hiring of welfare
recipients.

The State will need to re-
quire counties to meet a state-
wide standard for moving wel-
fare recipients off the rolls to
avoid loss of federal block grant
funds.  However, policymakers
also must decide how these re-
gional economic variations will
be taken into consideration
when setting this standard.

The “Work First” Approach
Many private sector firms in

the business of placing no-skill
or low-skill workers in jobs have
found that a “work first” ap-
proach is the best way to ensure

long-term success. This may be
an appropriate model for the
welfare-to-work transition
since many welfare recipients
lack job skills and experience.
The work-first approach em-
phasizes the need to instill a
work ethic, achieved by placing
individuals in a real, wage-pay-
ing jobs.  This teaches them the
importance of personal respon-
sibility and the rewards it
brings. Training can and should
take place after the worker is
hired to assure the individual
develops the skills that will be
needed to be successful in a
competitive job market.

Developing Local Solutions
The new federal law elimi-

nates Aid to Families with De-
pendent Children (AFDC), the
centerpiece of the 60-year-old
welfare system, and replaces it
with a new block grant pro-
gram. Decisions regarding ex-
penditure of block grant funds
are left to the states, with mini-
mal federal guidance. It would
be appropriate for California to
adopt a similar approach with
respect to its counties by allow-
ing local officials and commu-
nity leaders to decide how best
to shift welfare recipients to
jobs.

County-level solutions can
be tailored to meet the specific
needs of the community. Part-
nerships involving local busi-
nesses, community colleges,
private sector relief agencies,
and others should be encour-
aged. This flexibility can be
complemented by technical as-
sistance from the State, which
could provide the county with
models of successful programs
being utilized elsewhere to put
welfare recipients to work and
provide additional training.

Other Key Issues
California’s typical welfare

family is composed of a single
mother with two young chil-
dren. To make a successful tran-
sition to the workforce, these
single parents will need to be
able to find affordable child care
for their children.  An additional
challenge will be finding this
child care during weekends and
“swing shifts,” which many new
entrants to the workforce will
encounter.  Transportation to
and from work is another
hurdle that must be overcome.

Providing assistance in
these and other areas will be
needed to ensure newly em-
ployed welfare recipients re-
main in the workforce.  Use of
an electronic benefits transfer
(EBT) system would be one way
to more efficiently provide cer-
tain support services.  Similar
to an ATM card, an EBT card
issued in the name of an eligible
recipient could be used to dis-
tribute funds for child care and
Food Stamps. The federal funds
already provided for these ben-
efits could be directly deposited
in individual accounts and
monitored by county officials.
A proven technology, an EBT
system holds great promise for
reducing administrative costs
so that funds can be focused on
actual assistance.

(These and other issues re-
lated to the jobs component of
welfare reform were addressed
by a special commission con-
vened by the State Controller.
The 21-member Work Opportu-
nity Response Commission re-
leased its recommendations in
a December 1996 report.  To
obtain a copy, please contact
the State Controller’s Office.)

“Some of the highest
unemployment rates in

the state are in rural
counties.  Many of these

counties also have the
state’s highest welfare

caseloads.  These areas
will be hard-pressed to

expand their jobs base to
accommodate the hiring

of welfare recipients.”
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County Total Population AFDC Recipients %on AFDC Adults as % of AFDC Pop.

Alameda 1,356,100 98,602 7.3% 33.0%
Alpine 1,180 124 10.5% 29.0%
Amador 34,000 1,000 2.9% 35.5%
Butte 197,000 22,911 11.6% 34.5%
Calaveras 36,950 2,455 6.6% 35.9%
Colusa 17,950 1,043 5.8% 33.5%
Contra Costa 870,700 45,450 5.2% 33.2%
Del Norte 28,650 3,619 12.6% 34.2%
El Dorado 144,900 5,724 4.0% 36.7%
Fresno 760,900 113,969 15.0% 27.9%
Glenn 26,600 2,505 9.4% 30.1%
Humboldt 125,500 11,169 8.9% 35.3%
Imperial 140,100 21,553 15.4% 34.6%
Inyo 18,550 1,169 6.3% 37.6%
Kern 624,700 74,099 11.9% 30.2%
Kings 118,900 11,964 10.1% 30.9%
Lake 55,300 7,180 13.0% 36.0%
Lassen 31,050 2,682 8.6% 35.9%
Los Angeles 9,369,800 871,713 9.3% 29.7%
Madera 108,900 12,517 11.5% 30.6%
Marin 239,500 3,973 1.7% 35.4%
Mariposa 16,050 1,098 6.8% 37.3%
Mendocino 84,500 7,883 9.3% 36.1%
Merced 198,500 36,434 18.4% 31.5%
Modoc 10,150 1,174 11.6% 36.1%
Mono 10,600 286 2.7% 34.3%
Monterey 364,500 23,829 6.5% 31.1%
Napa 119,000 3,912 3.3% 34.3%
Nevada 87,000 3,203 3.7% 34.7%
Orange 2,624,300 113,090 4.3% 32.9%
Placer 206,000 8025 3.9% 35.1%
Plumas 20,450 1,284 6.3% 35.8%
Riverside 1,381,900 107,989 7.8% 30.3%
Sacramento 1,123,400 146,304 13.0% 32.7%
San Benito 43,350 2,878 6.6% 35.3%
San Bernardino 1,589,500 185,996 11.7% 31.4%
San Diego 2,690,300 185,464 6.9% 32.0%
San Francisco 755,300 33,070 4.4% 35.9%
San Joaquin 529,300 69,648 13.2% 30.0%
San Luis Obispo 232,400 9,585 4.1% 35.4%
San Mateo 691,500 15,520 2.2% 29.9%
Santa Barbara 394,600 18,740 4.8% 32.7%
Santa Clara 1,612,300 79,260 4.9% 32.6%
Santa Cruz 243,000 10,779 4.4% 34.6%
Shasta 161,600 18,088 11.2% 35.5%
Sierra 3,390 142 4.2% 39.4%
Siskiyou 44,600 4,799 10.8% 36.5%
Solano 373,100 24,802 6.7% 33.8%
Sonoma 421,500 17,581 4.2% 34.6%
Stanislaus 415,300 47,989 11.6% 32.2%
Sutter 74,100 5,541 7.5% 10.3%
Tehama 54,400 5,640 10.4% 33.9%
Trinity 13,400 1,233 9.2% 34.7%
Tulare 351,500 54,178 15.4% 30.5%
Tuolumne 52,700 3,533 6.7% 37.7%
Ventura 716,100 28,416 4.0% 31.7%
Yolo 152,100 12,702 8.4% 34.5%
Yuba 62,200 10,993 17.7% 28.8%
Total 31,786,570 2,616,509 8.2% 31.2%

California’s AFDC Caseload By County

Figure 2

Source: CA Department of Social Services, Research Branch/AFDC-Information Services Bureau, June 1996
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“Under a block grant,
states receive a fixed
allocation of federal
dollars that will not

increase, with minimal
exceptions, if an

economic downturn
pushes caseloads up-
ward.  Conversely, if

caseloads fall, states can
use TANF funds for

expanding the range of
services available to

targeted populations.”

When President Clinton
signed the Personal Responsi-
bility and Work Opportunity
Reconciliation Act of 1996 (H.R.
3734, “welfare reform”), he ini-
tiated the most significant over-
haul of social policy of the past
60 years.  Over the next year,
Californians and their leaders
must decide how the state will
implement the new federal wel-
fare reform measure.  Imple-
mentation of welfare reform
presents many challenges and
some opportunities to restruc-
ture the safety net into a
system that more effectively
moves poor families toward
self-sufficiency.

Fundamental Policy
Changes Posed By
Welfare Reform

H.R. 3734 combines fund-
ing for the old programs Aid to
Families for Dependent Chil-
dren (AFDC), Emergency Assis-
tance, and Job Opportunities
and Basic Skills (Greater Av-
enues for Independence, or
GAIN, in California) into a block
grant for Temporary Assistance
to Needy Families (TANF).  Un-
der a block grant, states receive
a fixed allocation of federal dol-

lars that will not increase, with
minimal exceptions, if an eco-
nomic downturn  pushes
caseloads upward.  Conversely,
if caseloads fall, states can use
TANF funds for expanding the
range of services available to
targeted populations.  In addi-
tion, under the old system,
funds received for cash assis-
tance (welfare grants) could not
be used for any other purpose.
Under the new law, states have
broad latitude to determine
how assistance is provided and
to transfer funds between dif-
ferent uses.  For example, states
have increased flexibility to al-
locate funds between cash as-
sistance paid directly to fami-
lies, job training, and child care.
States are also allowed to re-
duce their own spending  for
assistance to a specified “main-
tenance of effort” level without
losing federal dollars.

Welfare reform aims to
move the current system to-
ward a work-based system.
States must assure that a sig-
nificant portion of those who
receive federally funded assis-
tance are working or are en-
gaged in a work-related activ-
ity.  Those that fail risk losing a
portion of their federal funds.
Adult recipients of assistance
are required to work after two
years and face a 60-month life-
time limit on assistance.  In
addition, states now have broad
discretion to limit assistance to
certain categories of families or
to provide assistance in the
form of vouchers or services.
However, states can opt to pro-
vide continued assistance using
their own funds and, indeed,
can choose to maintain assis-
tance to any or all families re-
gardless of the restrictions con-
tained in the federal law.

Fiscal Demands
The second major feature of

the federal welfare reform mea-
sure is a range of federal spend-
ing cuts achieved primarily
through limitations on eligibil-
ity for benefits and reductions
in benefit levels.  In sum, these
reductions will reduce federal
spending by over $54 billion
between 1997 and 2002.  Nearly
90% of these savings result
from reductions in the Food
Stamp program and by restric-
tions on legal immigrants’ eli-
gibility for federally funded ben-
efits.  California’s share of these
reductions will be $8.7 billion,
according to the state Legisla-
tive Analysts Office.  During the
same period, California will re-
ceive $1.9 billion in additional
funding for TANF and child care
programs than it would have
under the prior law, for a net
loss to the state of $6.8 billion
over six years.

Welfare reform’s provisions
affecting legal immigrants will
have a particularly severe im-
pact on California, which is
home to approximately 40% of
the nation’s immigrants.  The
brunt of the cuts affect the SSI/
SSP program, which provides
cash assistance to the elderly,
blind, and disabled.  As many as
250,000 Californians will lose
eligibility for SSI/SSP under the
new law, becoming eligible for
county-funded General Assis-
tance at much lower benefit lev-
els.  Some 300,000 to 400,000
legal immigrants will also lose
Food Stamps and other federally
funded means-tested benefits.

The combination of these
federal spending reductions and
policy changes will place sig-
nificant and competing de-
mands on the state and local
governments for a diminished
pool of resources.  Over the next
year, lawmakers will be forced
to make tough choices between
investing in programs aimed at
assisting welfare recipients to

By Jean Ross
Executive Director,

California Budget Project

How Can We Make 
Welfare Reform 

Work For California

How Can We Make 
Welfare Reform 

Work For California
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find and sustain employment
and restoring lost federal dol-
lars in order to maintain ben-
efits for those who lose eligibil-
ity due to federal policy
changes, particularly legal im-
migrants.

Ending Welfare As
We Know It

For the last four years, pub-
lic debate has focused on the
pros and cons of “ending wel-
fare as we know it.”  We have
heard little about the need to
end poverty as we know it.  If
welfare reform is to succeed at
moving families towards self-
sufficiency and out of poverty,
three questions must be ad-
dressed: 1) are there jobs for
those who will become subject
to welfare reform’s time limits;
2) do the skills and education of
those on welfare reform match
those of the jobs that are avail-
able; and 3) do the available jobs
provide sufficient income and
benefits to insure that families
are not forced to live in poverty.

Unfortunately, the evidence
suggests that, for many, the
answer to these questions may
be no.

Are There Enough Jobs?
The basic premise behind

welfare reform is that those who
rely on welfare choose not to
work, that jobs are readily avail-
able, and that the goal of reform
is to push families off assistance
and into the workforce.  Despite
the current strength of the
economy, it is unclear whether
sufficient jobs are available for
the nearly one million adults
who need to work under the
new measure.  Unemployment
in California still far outstrips
the rest of the U.S.  In Septem-
ber 1996, unemployment in
California was 7.0%, compared
to 5.2% nationally, correspond-
ing to 1.1 million Californians

actively looking for work.  In
addition, the Employment De-
velopment Department esti-
mates there are a million “dis-
couraged workers” and nearly
a half a million part-time work-
ers that want to work additional
hours.

Matching Welfare
Recipients To Jobs

A second unanswered ques-
tion is whether the skill and
education levels of the welfare
population match the charac-
teristics of available employ-
ment opportunities.  The an-
swer here is yes and no.  The
Bureau of Labor Statistics esti-
mates that 60% of the jobs cre-
ated in the U.S. over the next
decade require no more than a
high school degree and mini-
mal or no on-the-job training.
The California economy is cre-
ating a large number of low-
skill jobs in food services, retail
sales, and similar occupations.
Given the competition for jobs,
however, it is less clear that
employers will hire individuals
leaving welfare for work over
other job seekers, such as the
recently unemployed or high
school graduates.

Many current welfare recipi-
ents face serious impediments
to workforce participation.  Half
lack a high school degree and
nearly a third report a serious
health problem or disability.
Those with recent work experi-
ence, a high school degree, or
specialized skills are likely to
find employment with relatively
little assistance.  Long-term re-
cipients, who will be most ef-
fected by the new law, will need
the more intensive support in
order to successfully transition
into the workforce.

What Lies Ahead?
Most of the jobs available to

those leaving welfare are not

“good jobs at good wages.”  Two
factors contribute to the poor
earnings prospect of welfare
recipients that leave welfare for
work.  As reported in the May
1996 Controller’s Quarterly,
the largest numbers of new jobs
are concentrated at the lower
end of the wage spectrum.  Even
the most successful programs
at moving welfare recipients
into the workforce show little
success at moving them out of
poverty.  For example, the re-
searchers that evaluated the
Riverside County GAIN pro-
gram found that over two-
thirds of those that obtained
work through the program
found jobs that paid less than
$10,000 per year, and only 28%
found jobs that provided health
coverage.  While the recent in-
creases in the minimum wage
are a good start, a family of
three with a full-time earner
working for $5.75 an hour
would live just above the pov-
erty line even on a bare-bones
budget.  This is the case even
taking into account eligibility
for the federal Earned Income
Tax Credit (Figure 1).

Where Does This Leave Us?
Unless carefully con-

structed, there is a serious dan-
ger that reform efforts will sim-
ply increase competition be-
tween welfare recipients and
the working poor for scarce
jobs, putting downward pres-
sure on low-wage labor mar-
kets.  Without adequate support
for California’s low-wage
workforce, welfare reform is
likely, at best, to create a grow-
ing number of working poor
families while decreasing the
number of non-working poor.

A broad, work-based anti-
poverty agenda should combine
efforts to increase the earnings
of low-wage workers with the
benefits and services needed to

“Unless carefully
constructed, there is a
serious danger that
reform efforts will simply
increase competition
between welfare
recipients and the
working poor for scarce
jobs, putting downward
pressure on low-wage
labor markets.”
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enable families to work.  These
include supporting low-income
families with child and health
care so they are not forced to
leave a job to obtain health care
or due to lack of quality, acces-
sible child care.  While costly, a
state Earned Income Tax Credit,
patterned after the federal
credit, would boost the earnings
of the working poor.  Similarly,
strategies that combine earn-

“We must be willing to
find innovative ways to

assist those with barriers
to workforce participation

learn the skills they will
need to find a job, keep

that job, and move on to
a better job.”

ings from work with a reduced
welfare grant can help families
make the transition to self-suf-
ficiency.

We must be willing to find
innovative ways to assist those
with barriers to workforce par-
ticipation learn the skills they
will need to find a job, keep that
job, and move on to a better job.
Unless we implement such an
agenda, we will find that wel-

fare reform succeeds at ending
welfare as we know it, but fails
dismally at the more important
task of ending poverty as we
know it.

[California Budget Project is a
nonprofit, nonpartisan organi-
zation dedicated to research,
policy analysis, and public edu-
cation on state tax and budget
issues.]

Expenditures Monthly Costs Annual Costs Bare Bones1 Monthly Bare Bones Annual

Housing and Utilities $827 $9,924 $668 $8,016

Basic Phone Service $12 $144 $12 $144

Food at Home $337 $4,041 $337 $4,041

Food Away from Home $80 $960 $0

Diapers $100 $1,200 $100 $1,200

Clothing $25 $300 $15 $180

Medical $177 $2,129 $177 $2,129

Savings, Emergency $60 $720 $0

Transportation $65 $780 $65 $780

Child Care $605 $7,263 $385 $4,623

Recreation, Education, Reading $20 $240 $0

Personal Care $25 $300 $25 $300

Miscellaneous $20 $240 $0

Total Commodities $2,353 $28,241 $1,784 $21,413

SAMPLE EARNINGS AND TAXES FOR FULL-TIME WORKER Monthly Annual

Earning $5.75/hour $997 $11,960

Payroll Tax (FICA & SDI) @ $5.75/hour $86 $1,035

EITC for full-time worker earning $5.75/hour w/ 2 children $290 $3,482

Total $1,201 $14,408

1996 FMR for a 2-bedroom in California is $787, 1-bedroom is $628. Plus $40 monthly utilities.
Food at home based on USDA low-cost plan (second lowest) for parent with one child <2 yrs and one child between 6-8 years (September 1996).
1996 full-time child care costs for one child <2 yrs and part-time for one child >=6 years old in Sacramento County, from California Child Care Resource
and Referral Network (assumes 2nd child is in school part of day).
Medical is lowest cost program for medical insurance for one employee plus dependent(s) in the HIPC (N.CA), does not include copayments for doctors
visits or prescriptions.
Transportation costs assume travel by public transport, monthly Regional Transit pass for one adult and one youth.

1Bare bones budget eliminates some expenditures, assumes a one-bedroom apartment, and includes child care for only one child.

Source:  California Budget Project — November 1996

Welfare-to-Work Income Needs of the Average AFDC Family in California (Single Parent with Two Children)

Figure 1
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Long before the federal gov-
ernment became serious about
welfare reform, Riverside
County was hard at work plan-
ning for the inevitable day in
which the responsibility for tak-
ing care of its  welfare popula-
tion fell in the laps of local agen-
cies. As former director of the
Department of Social Services
in Riverside County, I had the
privilege of  directing a pro-
gram—Greater Avenues for
Independence, or GAIN—that
evolved into a model now be-
ing used successfully in short-
ening welfare lines throughout
the nation.

We started from the begin-
ning in 1987 by agreeing that
the best method of assisting
welfare recipients was to facili-
tate their immediate placement
into unsubsidized employment.
The decision to use a “work
first” prototype was based on
the belief that work is develop-
ment, is educational, is employ-
ment socialization, and is ben-
eficial in situations where chil-
dren look to their parents for
positive employment role mod-
els. Getting people into the
workplace rather than placing

them in expensive training pro-
grams provided welfare recipi-
ents with exposure to new tech-
nology skills and discovery of
personal abilities they never
suspected they had.

Converting our agency from
a traditional benefits distribu-
tion point to a job placement
center was essential to accom-
plishing our goal.  The first step
to achieving large-scale, effec-
tive, work-centered employ-
ment programs for AFDC re-
cipients was to convince the
department’s staff about the
importance of  the work-first
model. That mission was made
part of the organization’s cul-
ture.  It was imperative for staff
in direct contact with welfare
recipients to have a genuine be-
lief in the benefits of work first.
If  that belief was genuine, the
recipients would accept it, and
they would be successful  in se-
curing employment.

Once staff was committed to
the work-first approach, the
next move was to activate the
program. The program focused
on removing only those critical
barriers that interfered with job
placement. For example, we did
enough remedial education to
the point where a client could
be successful on the job in ba-
sic communications and basic
math at the 9th grade level, the
criteria for most entry-level
jobs. Our goal was to insure the
skill level of the client met or
exceeded the minimum re-
quirement for getting and keep-
ing the job in which he or she
was placed.

We operated on the premise
of minimizing the period of time
the client was active in the GAIN
program prior to job placement.
That kept our costs for job place-
ment down and meant we could
serve every GAIN-eligible partici-
pant which, for a while, made us
the only county in the state ca-

pable of serving all our clients.
According to the state sta-

tistics, Riverside County’s GAIN
program provided 100 job
placements at the same cost
that some counties spent to get
only four people into jobs. In
one county, it cost $252,000 per
job placement, while Riverside
County’s placements cost about
$1,400. Riverside County had
approximately 4% of the AFDC
population; through its GAIN
program, it achieved 19.7% of
all job placements statewide.
According to Manpower Re-
search Corporation, we had
achieved a reduction of govern-
ment expenditures of $2.84 for
every GAIN dollar we spent.

The basic concept from
which we worked was that we
did not want a lifetime relation-
ship with the clients. The
people in our office were con-
vinced that their obligation was
to service their clients, so it was
absolutely imperative that we
make our funds go further.

The “Work First”
Commitment

The message to Riverside
County’s GAIN managers and
staff was strong and unequivo-
cal. Their responsibility was to
assist AFDC clients in getting a
job. We made the number of
placements of AFDC clients in
jobs a critical element of staff’s
monthly job performance
evaluation.

The emphasis on employ-
ment is found throughout
Riverside’s GAIN program. Ori-
entation focuses on the expec-
tation that all clients will be-
come employed. The Job Club
is designed  as a training
ground to help clients under-
stand the benefits of working,
how to look for and apply for a
job, and how to sell themselves.
Job Search is designed as a
working laboratory where cli-

By Larry Townsend
Vice President,
Maximus Inc.

California’s GAIN
Program In

Riverside County

California’s GAIN
Program In

Riverside County

“The decision to use a
“work first” prototype
was based on the belief
that work is develop-
ment, is educational,
is employment socializa-
tion, and is beneficial in
situations where children
look to their parents for
positive employment role
models.”
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ents apply what they learn in Job
Club. Clients who are in basic
education or training under-
stand they are there to improve
their skill level so they can ef-
fectively enter the job market.

All GAIN clients are re-
quired  to actively participate in
an appropriate GAIN program
component. That message is
delivered by Riverside County’s
GAIN staff in a variety of ways.
The seriousness of the respon-
sibility to their families is dis-
cussed with the client. The
progress of the client is closely
monitored. Immediate  and
timely action, sometimes re-
sulting in financial sanctions, is
taken to ensure the client’s co-
operation. Funding levels inad-
equate to ensure this approach
could lead to a less successful
program.

Rather than rely solely on
other agencies to identify po-
tential job placements, River-
side GAIN staff is aggressively
involved in locating job vacan-
cies and recruiting employers.
This effort includes marketing
the GAIN program with pro-
spective employers and provid-
ing services  to those employ-
ers  which make it more appeal-
ing to hire GAIN clients.

Shattering Myths
In creating the work-first

model program, we destroyed
several myths that had hindered
previous efforts to reform the
system. Examples of these
myths include:
• Long-term welfare recipients

can only be freed from wel-
fare as the result of extended
counseling, education, and
training, possibly for as long
as five years.

• More welfare recipients may

be placed in jobs when un-
employment is low.

• AFDC recipients are more
successful in securing em-
ployment if provided voca-
tional training and/or ex-
tended education.

• Job retention is substantially
improved if  the individual is
highly trained and educated.

• Lower caseloads for employ-
ment counselors are more
cost effective and result in
higher placement rates.

What Works
The success of Riverside’s

GAIN program suggests a need
to reexamine our beliefs based
on the following concepts that
we discovered actually work:
• Employment-focused wel-

fare programs can be cost
effective.

• Lower counselor employ-
ment caseloads do not get
better results.

• Long-term welfare recipients
do not require lengthy and
costly programs to enter
employment.

• An employment-focused
program can be successful
across a variety of ethnic
groups.

• Employment success is more
easily reached and more cost
effective with single-parent
AFDC families than with
two-parent families.

• The most successful AFDC
employment programs to
date have not totally elimi-
nated the need for a program
similar to AFDC.

We also discovered that a
mandatory program realizes a
higher participation rate and
better employment results.
Some clients need to be sanc-

tioned to engage them in the
employment process. Our expe-
rience also showed that funds
spent on individual clients for
training and education will not
be cost beneficial for a five-year
period and possibly longer.

A positive, motivational cur-
riculum in life skills, employ-
ment job readiness, and job
search instruction allow a
low-cost employment program
utilizing remedial education for
those below the 9th-grade level
in math and reading to produce
50% job placements in the first
30 days of the program.  Place-
ment of the majority of the re-
mainder can be done in ap-
proximately five months.

The Continuing Challenge
Job placement rates in Cali-

fornia have increased dramati-
cally in the last several years.
Counties are administering
their programs more effectively,
but improvement in bottom-
line job placement results is
needed to protect recipients
from the potential damage of
welfare time limits.  Under fed-
eral block grants, California can
afford to move existing AFDC
funds to the GAIN program
when they are operated in a
cost-effective manner. The vast
majority of the welfare recipi-
ents in California want to work
and have amazing potential and
abilities.  They need positive,
prompt, and effective employ-
ment assistance, not long-term
paternalism, to become self-suf-
ficient.  After more than 60
years of increasing welfare de-
pendency, now is the best
chance that California has ever
had to assist the poor to become
self-sufficient. Let’s not miss
this valuable opportunity.

“The vast majority of the
welfare recipients in

California want to work
and have amazing

potential and abilities.
They need positive,

prompt, and effective
employment assistance,

not long-term
paternalism, to become

self-sufficient.”



Kathleen Connell, California State Controller 13

Albert Hoser, Siemens Chief
Executive Officer, believes that
corporate America has a re-
sponsibility to positively influ-
ence the climate among em-
ployers who are attempting to
balance the need for bottom-
line profitability with the need
to improve the quality of life for
all Americans. This article de-
scribes some of the pacesetting
programs developed by Si-
emens as part of its continuing
involvement in Workforce De-
velopment policy.

Siemens is an active and vis-
ible participant particularly in
the areas of incumbent  worker
upgrade training, new worker
training, and the development
of national industry-driven
standards for all workers. The
development of workforce
through the upgrading of exist-
ing elementary, secondary, and
post-secondary institutions is
one of the results of our activi-
ties in School to Work (STW)
and education reform. Driving
public institutions to upgrade
their activities helps meet our
business needs and produces
better overall service delivery to
school system customers. The
STW movement, which places

a high value on quality work-
based learning, must be a true
partnership between schools
and employers. While a wonder-
ful program, Siemens has found
that this system is difficult to sell
to employers below the level of
Fortune 500 types. Even then,
some companies are only mar-
ginally involved.

Job Training Cost Benefits
We have developed the be-

ginnings of a “business case”
which can show bottom-line
increased profitability and re-
turn on investment from
workforce training. Within the
same skill sets, we have found
the lowest-cost training is STW
at the high school level. The
second most costly training is
at the community college level.
The most costly level of train-
ing is to the incumbent worker.
The more senior a worker, the
more costly the training.

The first lesson we draw
from our experience is that it is
a better investment to train
early. Since many of the costs
of secondary education and
training are already included in
our tax-based expenditures, the
money invested in incumbent
worker training could bring
workers to higher, globally
benchmarked standards if it
were not necessary to work on
basic skills and key qualifica-
tions within this group.

A second lesson is that it
costs less to fully train a tech-
nician in a high school/commu-
nity college (“2 plus 2”) work-
based learning program than it
costs to train a two-year associ-
ate degree technician who
comes to our company without
work-based  learning in our
programs.

A “2 plus 2” student enters
the workforce able to fully
produce at a total four-year
company investment of

$22,000- $24,000.  An associate-
degree technician without
work-based learning costs
about $32,000 to train to ap-
proximately the same level of
competence.

By investing in education,
training, and work-based learn-
ing, we see a savings of at least
$8,000 per trainee over a four-
year period. We think this is a
strong “business case” for long-
term investment by business and
industry in workforce training.

Working with Welfare
Reform

An area of concern by gov-
ernment at all levels is the kind
of involvement that business
should have as we move to
change public assistance.

The management team of
any business has the responsi-
bility to run a profitable orga-
nization. Investment in
workforce development must
yield a return which results in
continued profitability and po-
tential to grow the business.
How can the hiring and train-
ing of people coming off wel-
fare, and possibly having a his-
tory of being on public assis-
tance for upwards of five years,
help improve business?

The biggest concern ex-
pressed by corporate executives
is that the welfare-to-work de-
bate not further confuse both
government and business as
workforce development policies
are reshaped. We must avoid
creating transition activities
which are so distractive from
the focus of business that atten-
tion to maintaining our global
competitiveness is diminished.

There are three general cat-
egories of people being asked to
enter the workforce if our
economy can spark develop-
ment of enough jobs:
• Those who are job ready and

need limited help to become

Investing In
People

By John Tobin
Director

Applied Technologies,
Siemens Corporation

Investing In
People

“It befits legislators to
develop policies that
identify categories of
recipients and provide
incentives for businesses
that assume risk by
working with the more
difficult populations.”
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employed;
• Those with more extensive

training who, with assis-
tance, can be made job ready;

• Those in extreme circum-
stances who are socially,
emotionally, and mentally
challenged.

Making Changes
It befits legislators to de-

velop policies that identify cat-
egories of recipients and pro-
vide incentives for businesses
that assume risk by working
with the more difficult popula-
tions. To begin addressing the
changes in public assistance
programs, Siemens is actively
recruiting students for its STW
programs from ethnic, racial,
immigrant, and gender groups
that traditionally are under-
educated and under-repre-
sented in training for high-
value jobs.  We are talking to
partners in high schools, com-
munity colleges, and commu-
nity groups about being more
proactive  in recruiting the chil-
dren of welfare families to our
youth programs.  We also are
increasing efforts to provide
training to the disabled, who
frequently have ended up on the
welfare rolls.

Corporations should be en-
couraged to work with state
agencies to identify workers
who cycle on and off welfare due
to seasonal occupations. These
workers, who have a basic work
ethic and understand the value
of work, can become full-time
contributors to America’s eco-
nomic growth, if given the
proper training.

To continue to grow and in-
fluence American competitive-
ness in a positive manner, we
need the following:
1. Stronger connection be-

tween employment service
offices and corporate
America. We have jobs, but

there frequently is a discon-
nect in identifying candi-
dates who meet the entry
requirements for specific
jobs.

2. Once employment service
knows what jobs are avail-
able, they need to ensure  the
skills required for those jobs
are available.

3. Training should be accom-
plished while a person is on
public assistance, so as not
to deprive the individual of a
means to survive.

4. Skills training must start
with an understanding of
“key qualifications.” A
worker under key qualifica-
tions must understand the
need to be on time, to dress
and be groomed appropri-
ately, to appear regularly, and
to accept responsibility.
Key training also must in-

clude such skills as technical
math, reading, and writing; so-
cial skills, such as interpersonal
relations and communications;
and basic informational skills,
such as those involved in think-
ing and reasoning.

Siemens invests in “human
capital” because it makes good
bottom-line business sense. We
truly believe the cost of not
training will be higher than the
cost of training. It is useful to
be candid about the training of
our most difficult to prepare —
the traditionally unemployed
and under-employed coming off
welfare after years of depen-
dence. Training this group in-
volves risk and additional costs
to any company. Therefore,
consideration might be given to
corporations which hire, even
as temporary employees, citi-
zens coming off public assis-
tance who have been trained by
that company. Such consider-
ation might include tax incen-
tives as well as preference or
points on bids for government

contracts, grant proposals and
government programs which
help offset company training
costs for this population.

The demands on our
workforce to build, maintain,
and service higher quality
products while remaining cost
competitive are increasing
exponentially. We must have an
intelligent workforce, trained to
the highest internationally
benchmarked levels. Yet we face
a severe drought of quality
workforce who can meet the
demands of competition, even
at entry level.

A wide range of activities is
necessary to have a system
which can truly help commu-
nities move public assistance
clients into real jobs. The use
of these  funds must be flexible
enough to allow  local groups
to find job opportunities in the
non-profit, public, and private
sectors. These problems must
be confronted by employers
from all sectors of the economy.
While finding and filling jobs is
one aspect of the solution,
funds must also be made avail-
able to assist companies with
job development, wage supple-
ment programs, and public sec-
tor employment accountability.

Other issues that must be
addressed by policy and in prac-
tice include accountability and
potential displacement of work-
ers. Individuals must be able to
perform adequately at measur-
able job-related levels. Employ-
ers must provide paid employ-
ment for specific periods of time
to fully recover public funding
that is focused on training for
the workplace.

Finally, we must encourage
workers to become active par-
ticipants in the teaching and
learning process. They must
understand that “lifelong learn-
ing” is their best defense against
returning to public assistance.

“It is useful to be candid
about the training of our
most difficult to prepare

— the traditionally
unemployed and under-

employed coming off
welfare after years of
dependence. Training

this group involves risk
and additional costs to

any company.”
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Rates of AFDC Receipt, Five Largest States

Source: National Conference of State Legislatures
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